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KEY ECONOMIC INDICATORS 


Percent Change 
1978 1979 ‘1980 79/78 80/79 


PRODUCTION 


GDP at constant prices 

($: million) 7,238 7,531 7,742 
GDP at current prices 

($ million) 10,714 13,640 17,198 
Per capita GDP at con- 
stant 1970 prices ($) 430 434 435 
Per capita. GDP at 

current prices ($) 637 789 967. 
Industrial production 1/ 1/ 2/ 
index 1973 = 100 113.0" 118.7— 121.6— 


MONEY AND PRICES 
Exchange Rate 1/ 155.96 224.17 288.13 


Money supply iw year- 

end) (soles billion) 177 316 541 
Commercial bank int- 

erest rate (year-end) 33% 34.5% 34.5% 
Central Bank discount 

rate (conmercial loans 

year-end) 28% 31.5% 31.5% 
Consumer price index 

(1979 = 100; metro- 
politan Lima;December) 73.11 122.09 196.34 


BALANCE OF PAYMENTS & TRADE 
ion 


Net. international reserve 
position (year-end) -1,025 154.0 
debt 


9,055 0.6 


877 4.3 
230 


U.S. share (%) 


Annual Average 

January - September 

January to September 1980/January to September 1979 

Includes long and short term debt of public and private sectors 
Public sector external debt 

Includes net effect of refinancing 





SUMMARY 


The Peruvian economy continued to grow at a modest rate (3.1 per- 
cent) in 1980, though at a slightly slower pace than in 1979. A 
large trade surplus led to a record net international reserve level 
of over $1.2 billion at year's end. Though the domestic economy 
responded to the improvement in external accounts, over half of the 
Peruvian labor force continues to be inadequately employed. The 
agricultural sector remains depressed, owing principally to the 
deleterious effects of a 3-year drought, but early rains this year 
portend increases in domestic production. Manufacturing, construc- 
tion, mining, fishing, and agriculture are all predicted to grow at 
positive rates in 1981, fueling an officially forecasted 6 percent 
gross domestic product (GDP) growth rate for this calendar year. 
The 1981 outlook is for a continued favorable external accounts 
position with a narrowed trade surplus, as imports increase due to 
trade liberalization and as export earnings level out. Domestic 
economic activity should continue to rise, but nongovernment ana- 
lysts fear inflationary pressures will not subside from the 60.8 
percent annual rate recorded in 1980. 


In the first 8 months of government, the Belaunde administration 
has moved rapidly to institute a broad range of policy reforms. 
This includes a significant import liberalization, reduction of 
subsidies on basic commodities, tax reinvestment credits for for- 
eign mining and petroleum companies, increasing bank interest rates 
to encourage savings and investment, revision and reduction of the 
export tax credit to eliminate abuses, and restructuring of exter- 
nal debt on more favorable terms. 


Peru is one of the fastest growing markets for U.S. exports in 
Latin America. Product categories with the highest potential for 
increased U.S. sales in the next few years are mining and construc- 
tion equipment, electrical power generating and distribution equip- 
ment, and automobile parts and accessories. The U.S. Embassy in 
Lima will sponsor numerous trade promotion events throughout 1981. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Policy 


Following the first elections held since 1963, Peru inaugurated a 
democratic government on July 28, 1980, and thus ended 12 years of 
leftist military rule. The new President, Fernando Belaunde Terry, 
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is firmly committed to redirecting Peru from a planned to a market- 
oriented economy; private sector investment, both national and 
foreign, is now encouraged. His pro-Western government has in- 
herited the task of promoting a sustained economic recovery for a 
fragile economy only recently emerging from deep recession. The 
problems are immediate and serious: low economic growth, high in- 
flation, high unemployment and underemployment, and a depressed 
agricultural sector. In the first 8 months of government, his 
administration has moved boldly to initiate a broad range of needed 
reforms. In economic policy, these include a very significant im- 
port liberalization, reduction of subsidies on basic commodities, 
tax reinvestment credits for foreign mining and petroleum com- 
panies, increasing bank interest rates to encourage savings and 
investment, revision and reduction of the export tax credit to 
eliminate abuses, and restructuring of external debt on more favor- 
able terms. In coming months, the newly constituted Congress will 
consider major reform bills for tax, industry, and banking, all 
designed to increase economic efficiency and competition. The 
main objectives of the Government's economic program are (1) re- 
ducing inflation, and (2) establishing policies that should result 
in economic growth and increased employment through greater ef- 
ficiency in production sectors. 


Economic Performance 


Preliminary data register a somewhat lower growth rate for the 
Peruvian economy in 1980 than in 1979. The overall growth rate 
for GDP was 3.1 percent in 1980, as compared with 3.8 percent in 
1979. Even though 1979 and 1980 show only mild growth, they com- 
pare favorably with the absolute declines registered during 1977 
and 1978 (a period of severe recession). Annual GDP growth since 
1974 has averaged 1.7 percent according to Central Bank statistics. 
In 1980, agriculture, fishing, and mining suffered setbacks and 
negative growth rates: agriculture due to drought, fishing due to 
depressed fishmeal production, and mining due to lower-than- 
expected output of copper and zinc. Construction registered the 
strongest sectoral growth (18 percent) due to expanded public and 
private investment, a rate which may decline in 1981 due to re- 
duced public sector investment. The manufacturing sector posted 

a healthy 6.9 percent growth rate in 1980, related to a 15 per- 
cent increase in nontraditional exports and a mild upturn in 
domestic real incomes. 


Economic recovery is expected to continue in 1981, and the Govern- 
ment projects an overall GDP growth of 6 percent. Factors which 
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appear generally favorable at present include continued recovery 
from drought and a record high international reserve position. 
However, much depends on the firmness of mineral prices and suc- 
cessful adjustment to the Government's trade liberalization 
policies. 


GDP PERFORMANCE 


Change in Real Gross Domestic Product (in Percent) 


(Constant 1970 soles) 
Forecast 
1979/1978 1980/1979 1981/1980 


- 3.5 


Agriculture 

Fishing 

Mining 

Manufacturing 
Construction 
Government 

Other Sectors 

Gross Domestic Product 


- 
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SOURCE: Central Reserve Bank. 


Agriculture 


Agricultural production in 1980 was ravaged by the third consecu- 
tive drought year, with total output declining approximately 5.5 
percent. Particularly affected were Peru's principal cash crops: 
sugar, corn, and rice. Sugar production declined 23 percent to 
only 550,000 metric tons (about half the record volume of 1974); 
corn production declined 25 percent to 450,000 tons; and rice 
production declined by 23 percent to 245,000 tons. While cotton 
production rose 6,000 tons to 96,000 tons, output would have been 
higher had it not been for drought. Even coffee production 
dropped markedly (20 percent) to 61,000 tons, owing to untimely 
rains on the eastern slopes of the Andes. Beef production was off 
slightly, but poultry meat output rebounded 33 percent as demand 
increased. The extremely poor 1980 agricultural performance 
forced the country to become a net importer of agricultural goods 
for the first time, with total imports of $506 million exceeding 
exports by $193 million. Imports of wheat, corn, and rice were 
all up substantially, with coffee and sugar exports down. In 
fact, Peru was forced to import 49,000 tons of sugar--a traditional 
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export--from the United States to meet domestic requirements. 

The United States supplied $334 million, about two-thirds, of 
Peru's 1980 agricultural imports. Heavy rains throughout almost 
the entire mountain area (Sierra) during the first months of 1981 
portend a break in the drought. This should prove beneficial to 
all of Peru's major crops. Nonetheless, the country's agricultural 
output is not expected to recover fully in 1981. Sugar output, 
particularly, will continue to drop this year since large areas 
must be replanted, and the new cane requires an 18-month growing 
period before harvest. Corn and rice imports are now expected to 
decline in 1981. Wheat purchases will rise as demand increases, 
since very little of the locally grown product enters the commer- 
cial market. Sugar imports are expected to surge to about 150,000 
metric tons. 


In December 1980, two major pieces of agricultural legislation 
were approved in the Law of Promotion and Agrarian Development. 
As of this writing, the document--which still lacks implementing 
regulations--seems to strike a balance between the legacy of 
statism of the "agricultural revolution" of the Velasco years and 
the Belaunde Government's reliance on market forces. The new 
legislation combines statements in favor of private enterprise 
with provisions for State intervention. It does not, however, 
return any expropriated agricultural land to prior owners but does 
approve of individual land ownership. Inducements to investment 
in agricultural enterprise include generous tax credits for rein- 
vestment of income, provisions for increased credit assistance, 
and the creation of new research and extension services. One 
evident aim is also to attract foreign investment in order to 
develop high jungle lands in eastern Peru. 


Manufacturing 


Total manufacturing output is estimated to have grown by 6.9 per- 
cent in 1980, as compared with 3.9 percent rate of growth in 1979. 
Progress was largely concentrated in export-oriented industries, 
but internal demand also contributed for the first time in several 
years as consumers responded to mild gains in real wages and pur- 
chasing power. The production of consumer goods rose 7.3 percent 
in 1980, and production of capital goods increased 17.4 percent. 
The automotive industry produced 18,699 units--a 74 percent in- 
crease over 1979's output. Production increased by 26 percent in 
the second half of the year even with competition of imported 
automobiles induced by the import liberalization program. During 
the first 9 months of 1980, the largest output gains within the 
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manufacturing sector were registered in nonmetallic minerals (18.6 
percent), metals and minerals (17.5 percent), and chemical products 
(8.8 percent). Fishmeal production suffered the greatest decline, 
down 32.5 percent, due to protective government restrictions and a 
small anchovy catch. However, the fishing sector overall is pro- 
jected to reverse its 2.8 percent decline in 1980 to achieve a 

5 percent rate of growth in 1981 due to bright prospects for ex- 
port sales of canned and frozen fish. Textile production barely _ 
held its own in 1980 and is not expected to drastically improve in 
1981; this can be attributed to a long industrywide strike early 
in 1980 and import competition. According to official projections, 
total manufacturing output should maintain a similar growth rate 
in 1981, topping 7 percent. This appears optimistic given the 
adjustments induced by trade liberalization and competition, re- 
ductions in the export tax credit (CERTEX), and the January rise 
in bank interest rates applicable to commercial loans. 


Mining and Petroleum 


Minerals production declined 3 percent in 1980, but mineral ex- 
ports reached a record $1.76 billion. Most of the mineral sales, 
however, were made in the first half of the year before inter- 
national prices began to fall. Erratic and mildly declining metal 
prices are expected to reduce mineral exports in 1981. Further- 
more, no new mining projects are scheduled to begin operations 
this year, and no significant increase in mineral production will 
likely occur. In February 1981, the Belaunde Government made sig- 
nificant changes in the mining law, which: (1) grant a gradual 
phaseout of the 17.5 percent export tax on a quarterly basis 
through June 30, 1983; (2) impose an additional 5 percent sales 
tax as an advance on income tax; (3) remove the previous low an- 
nual ceiling of 1.5 billion soles (approximately $4 million) on 
reinvestment tax credits; and (4) terminate the minerals and 
metals trading monopoly held by MINPECO. Current contracts, how- 
ever, have a year or more to run. Thereafter, MINPECO will rep- 
resent only the government-owned mining companies, plus any pri- 
vate corporation that wishes to contract for its services. The 
Government has also announced it will launch four medium-sized 
copper projects--Tintaya,, Cerro Verde II, Antamina, and Toromocho 
--at the earliest opportunity. 


Petroleum production averaged 195,000 barrels per day (bbl1/d) in 
1980 and totaled 71.4 million barrels for the year, a 2 percent 
increase over 1979. Approximately one-third of petroleum output 
was exported in 1980 at a f.o.b. export value of $810 million. 
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Government sources expect petroleum production in 1981 to increase 
to approximately 221,000 bbl/d, largely as a result of increased 
secondary recovery. The petroleum sector also benefited from new 
legislation issued in December 1980. New modifications of the 
petroleum law permit tax credits of 40 percent of net income for 
foreign and mixed oil companies operating north of latitude 7°S 
(the northern part of Peru), and 50 percent for those south of 
latitude 7°S. Private Peruvian and foreign contractors will also 
be able, "in exceptional circumstances," to sign operation and 
service contracts concerning secondary and tertiary recovery 
operations, with the approval of the Council of Ministers. In ad- 
dition, Peruvian individuals and non-oil companies may reinvest up 
to 50 percent of their net income tax in oil company operations, 
although only within the immediate 3 years after the income has 
been earned. A minimum $20 million investment is required. Su- 
perior Oil signed a contract with Petroperu in March 1981. This 
is the first new oil contract for Peru since 1973. Superior will 
invest $20 million in the next 2 years and drill two wells. 


Investment 


National accounting data confirm a 25 percent real increase in 
gross fixed investment in 1980, corresponding to a 34 percent in- 
crease in public sector investment and an 18 percent increase in 
_ private sector investment. Despite the fact that few new large- 
scale projects were undertaken by the public sector in 1980, there 
was substantial growth in public sector investment activity as 
work on irrigation, hydroelectric, port, and road projects con- 
tinued. House and apartment construction is currently strong in 
the Lima area. Capital goods imports registered a 44 percent in- 
crease (U.S. dollars) in 1980 as foreign exchange availability 
increased and business representatives placed orders to replace 
wornout machinery and equipment. The recent surge in investment 
activity, both public and private, can be attributed to the in- 
creased income generated by the minerals price boom of 1979-80. 
It should be noted, however, that this development is more the 
result of increased availability of financial resources than in- 
creased purchasing power from lower and middle income consumer 
groups. 


Inflation 


Inflation continues at a high level. On a nonseasonally adjusted 
basis, the Lima Consumer Price Index (CPI) climbed 60.8 percent 
between December 1979-December 1980, only slightly below the 67 





9 


percent recorded for the preceding year. Continuation of a high 
inflation rate in 1980 was attributed to several factors: (1) a 
steady gain in net international reserves; (2) inflationary expec- 
tations fueled, in part, by the uncertainty of government transi- 
tion in mid-year; and (3) an increase in the domestically financed 
public sector deficit (from 2.2 percent of GDP in 1979 to approxi- 
mately 3.5 percent of GDP in 1980). Inflationary pressures were 
dampened by increases in food imports sold internally at controlled 
prices that did not reflect true costs. Subsidized retail prices 
are estimated to have cost the Government $347 million dollars for 
foodstuffs alone in 1980. 


In January 1981, the Government raised prices of subsidized goods 
to more realistic price levels. This action effectively eliminated 
subsidies on certain foodstuffs and initiated the Government's pro- 
gram to progressively remove subsidies by the end of the year. 
Price increases averaged 50 percent on a wide variety of fuel and 
foodstuff products, causing the January 1981 CPI to surge forward 
by 11.7 percent, the highest monthly increase since May 1978. The 
first 3 months of 1981 alone added 24.5 percent to the annual CPI 
and boosted the year-over-year inflation rate to 75.7 percent. 

Even though a CPI shock of similar magnitude is not anticipated 

for the rest of 1981, analysts do not expect the rate of inflation 
to drop appreciably below the level recorded last year. 


Employment and Wages 


Ministry of Labor data indicate that Peruvian white and blue col- 
lar workers have received real purchasing power gains since Sep- 
tembér of 1979, with a slight dip in the third quarter of 1980. 
Nevertheless, real wages are still significantly below the levels 
achieved in the early 1970's. The inflation-corrected wage in- 
dices indicate that real white collar wages (December 1973 = 100) 
climbed from 53.2 in December 1979 to 59.3 in December 1980, an 
11 percent rise, and that blue collar wages rose 9 percent, from 
67.3 to 73.1 over the same period. Since assuming office in July 
of 1980, the Belaunde administration has decreed three major wage 
increases for public and private sector employees in an attempt 
to mitigate the political and economic effects of continued high 
inflation. The first Belaunde budget mandated quarterly wage in- 
creases for public sector employees (January, April, July, and 
October) in 1981. 


In December 1980, the Peruvian Congress passed a Labor Amnesty 
Law to benefit private sector workers who had been fired under 
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emergency decrees of the military regime in 1977 and 1978. This 
law also mandated the creation of a Tripartite Commission of gov- 
ernment, management, and labor. Originally, the purpose of the 
Commission was to adjudicate the reinstatement claims of these 
workers. More recently, however, its mission has been expanded 
to include responsibility for establishing wage guidelines as the 
basis for collective bargaining in Peru. 


The employment index for the Lima metropolitan area shows a 2 per- 
cent increase in industrial manufacturing employment, a 1.2 percent 
rise in commercial sector employment, and a 1.6 percent increase 

in service employment since 1979. However, since the labor force 
is growing at a more rapid rate, the unemployment rate (which is 
not published) probably increased. Labor unrest remains a serious 
issue. There were 739 strikes during 1980 (a 13 percent increase 
over 1979), with 17.8 million worker-hours lost. President 
Belaunde has declared the creation of jobs to be among his highest 
priorities. 


Money Supply and Government Finances 


The money supply (Ml) expanded by 71 percent in 1980 as compared 
to 79 percent in 1979. This growth can be attributed to a 132 


percent expansion in net international reserves, a 78 percent in- 
crease in net domestic financing to the public sector, and a 100 
percent increase in credit to the private sector. In real terms, 
credit to the private sector rose 25 percent in 1980, while net 
credit to the public sector expanded by 11 percent. In January 
1981, the Central Bank announced increases in bank interest rates 
and elimination of the 17 percent tax on interest and commissions 
in order to stimulate savings and dampen the high velocity of 
monetary circulation. Interest payable on savings accounts in- 
creased from 30.5 to 50.5 percent; cost of short-term credit to 
commercial borrowers changed from 40.4 percent to an average of 
51.5 percent. Effective annual rates are somewhat higher for both 
borrowers and savers. Early analysis shows the attempt to restore 
positive real interest rates is having its intended effect--savers 
in the first quarter of 1981 were switching deposits from dollars 
to soles. The monetary program for 1981 has been designed to 
restrain credit to the public sector, while providing more funds 
to private entrepreneurs. According to the Central Reserve Bank, 
the money stock in domestic currency will grow 59 percent. Credit 
to the private sector will be expanded 60.6 percent, while credit 
to the public sector will grow 17 percent. Net domestic credit 
should expand by 62 percent. 
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Current revenues rose a real 20 percent in 1980 over the previous 
.year owing to improved tax collection and higher income generated 
from mining company profits. But expenditures more than kept pace 
with the surge in revenues due to a strong rise in subsidy pay- 
ments, increased defense expenditures, and hikes in wages and pen- 
sions. The resulting overall deficit amounted to 165 billion 
soles, nearly four times the size of the deficit the year before. 
With gold, silver, and copper prices currently declining on world 
markets and agricultural production still depressed, the strong 
revenue performance of 1980 is unlikely to be repeated in 1981. 
The 1981 budget passed by the Peruvian Congress called for a very 
low public sector deficit. This is probably unrealistic, given 
pressures for additional expenditures for higher wages, goods and 
services, investment, and continued subsidy requirements. 


Foreign Exchange 


Peru has been following a policy of mini-devaluation of the sol. 
The official value of the Peruvian sol depreciated against the 
dollar about 14 percent in the first half of 1980 and nearly 20 
percent during the second half, reaching a December 31 exchange 
rate of USS$1 = S/ 342.61. This represented a 36.6 percent depre- 
ciation of the sol for the entire year, which was somewhat below 


the estimated differential between the 1980 domestic and foreign 
rates of inflation. In January 1981, the sol depreciated another 
3 percent. The rate accelerated to 6 percent in February and 7 
percent in March to reflect the shock of government-decreed price 
increases. Analysts expect the devaluation rate to slacken to a 
more normal pace in ensuing months. 


Balance of Payments 


Peru's yearend international reserve position increased by $731 
million in 1980, smaller than the $1,579 million increase of 1979. 
During the first 3 months of 1981, the net international reserve 
position declined by nearly $200 million. Export earnings in 1980 
rose 11 percent over 1979 to $3.9 billion, while imports, spurred 
on by the Government's liberalized import regime and drought- 
related increases in food imports, jumped an impressive 59 percent 
over 1979's level to reach $3.1 billion. The trade balance for 
1980, $767 million, was only half of the amount recorded for 1979. 
Exports in 1980 were aided by a rise in worldwide petroleum prices, 
the maintenance of favorable silver prices, and a small rise in 
the price of copper, coupled with an increase in nontraditional 
exports. Alternatively, export volume and value dipped from 1979 
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levels for sugar, coffee, and fishmeal products. In general, the 
volume of Peruvian exports across the board did not increase dra- 
matically from 1979's level, but earnings did rise due to buoyant 
international prices. 


PERU'S BALANCE OF PAYMENTS, 1978-1980 
(Millions of U.S. Dollars) 


1978 


Exports, f.o.b. 1,941 
Imports, f.o.b. 1,601 
Trade Balance 340 
Net Interest and Profit 
Payments 578 
Net on Other Services & 
Transfers 46 
Balance on Current Account 192 
Net Direct Investment and 
Credits to Private 
Sector 39 
Net Credits to Public 
Sector 
Basic Balance 
Short Term Capital & 
Other 
Balance of Payments (Increase 
in Net International 
Reserves) 


1 
Forecast. 


SOURCE: Central Reserve Bank. 


The present Central Bank forecast of Peru's 1981 balance of pay- 
ments reveals an overall balance near equilibrium. Anticipated 
export earnings are on the order of $4 billion (up 3 percent) and 
import expenditures, $3.8 billion (up 24 percent), reducing the 
positive trade balance from the 1980 figure of $767 million to 
$168 million. The net deficit on services (profit remittances, 
interest payments, freight, travel, etc.) and transfers is ex- 
pected to rise from $900 million in 1980 to $1.06 billion in 1981. 
This, plus the reduced trade balance, will move the current ac- 
count deficit to about $900 million. A net inflow on long-term 
Capital on the order of $800 million provides the bulk of the 
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balance-of-payments financing with an expected basic balance 
deficit of $131 million. Short-term capital inflow is expected 

to offset this deficit and provide a small increment to Peru's 

net international reserve position (on the order of $88 million). 
The declining growth in Peru's balance of payments surplus origi- 
nates mainly from increased imports and results from a policy mix 
designed to relax import restrictions, restore industrial competi- 
tiveness, and dampen inflation. 


External Debt 


Peru was able to fully comply with IMF criteria established under 
standby agreements signed in September 1978 and February 1980, 
setting ceilings on credit (net domestic assets of the Central 
Reserve Bank and bank credit to the nonfinancial public sector), 
contraction of long-term foreign debt, and targets for the growth 
of net international reserves. Peru's compliance in all four 
areas has greatly enhanced the country's creditworthiness in in- 
ternational markets. Though the last standby agreement expired 
December 31, 1980, limits on external debt have been continued 
under the 1981 budget law at $1.4 billion. 


Peru's public sector debt service (including balance-of-payments 
support loans to the Central Bank and payments to the IMF) totaled 
$1.5 billion in 1980, 39.5 percent of export earnings. Prelimi- 
nary data for yearend 1980 indicate gross external debt of $9.3 
billion, which when netted of foreign currency deposits and cer- 
tificates and gross international reserves is reduced to $7.8 bil- 
lion or $900 million less than 2 years earlier. Short-term debt 
has been trimmed by $1 billion since yearend 1978 for a 1980 year- 
end balance of $800 million. Concurrently, gross international 
assets of the Peruvian banking system rose from $600 million at 
the end of 1978 to $2.6 billion at the end of 1980. The dramatic 
improvement in Peru's external accounts also enabled the Govern- 
ment to forego previously arranged debt relief and pay in full 
1979 maturities with private banks in January 1980, and to waive 
the 1980 refinancing arrangements previously negotiated with the 
Paris Club official creditors. The Peruvians will also pay off 
the approximate $354 million medium-term rollover loan due in 
April 1981 and immediately mandate three loans for a total of 

$345 million on more favorable terms. A Consultative Group meet- 
ing under World Bank auspices is scheduled for May 1981 in Paris 
to discuss Peru's medium-term development-investment program and 
to seek financing for this program. 
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External Public Debt Service: 1978-1985 


Service/Exports of Goods Ratio 
(Millions of U.S. dollars) 


External Public Exports Service/Exports 
Debt Service! of Goods Ratio % 


1978 737.7 1,940.7 38.0 
1979 907.8 3,474.0 26.1 


1980* 

oan 
1982** 
135¢3** 
1984** 
29835°* 


1,525.1 
1,538.2 
1,619.4 
1,752.5 
1,766.7 
1,865.0 


3,863.3 39.5 


3,995.8 
4,398.8 
4,973.3 
5,404.0 
5,763.1 


38.5 
36.8 
35.2 
32.7 
32.4 


*preliminary. 
**estimate. 


lincludes Balance of Payments Support Credits by Foreign Banks. 


SOURCE: Central Reserve Bank. 


IMPLICATIONS FOR THE UNITED STATES 


Recent Trade Developments 


The Belaunde Government has continued and accelerated the process 
of import liberalization. On September 12, 1980, the administra- 
tion eliminated the requirement for import licenses (except for 
certain agricultural commodities and items related to national 
security) and lowered the maximum tariff from 90 to 60 percent. 

Of the 5,092 items listed in the Peruvian tariff schedule, 4,950 
may now be imported. In March 1981, the average tariff dropped to 
approximately 30 percent, as compared to 34.5 percent before the 
most recent tariff measures. In February 1981, the Government 
issued a legislative decree reducing CERTEX, the tax rebate paid 
to Peruvian exporters of nontraditional products such as textiles, 
canned fish, and handicrafts. Tax credits for the Lima area, 
which had ranged from 30 to 8 percent with a 23 percent average, 
will fall into the 22 to 15 percent range, with a number of former 
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CERTEX items destined to be dropped from the list. This revision, 
which went into effect in mid-March 1981, will serve to make non- 
traditional Peruvian exports less attractive to foreign buyers. 


U.S. Share of Market 


U.S. exports (f.a.s.) to Peru were $1,172 million in 1980, a 37.9 
percent market share of Peru's total imports. This compares with 
U.S. exports (f.a.s.) to Peru in 1979 of $720 million, a 36.9 per- 
cent market share. U.S. exports to Peru in 1980 were almost 63 
percent greater than in 1979, which makes Peru one of the fastest 
growing markets for U.S. exports in Latin America. Leading U.S. 
exports to Peru in 1980 were agricultural commodities, industrial 
machinery, automobiles, automobile parts and accessories, trucks, 
organic chemicals, and construction equipment. U.S. exports to 
Peru are projected to increase to $1,440 million in 1981, a 23 
percent rise. 


Major Projects 


The Belaunde Government plans to stress major projects in the 
mining and electrical energy fields in the next few years. In the 
mining area the government-owned company, CENTROMIN, is the coun- 
try's largest producer of minerals. The 1981-83 CENTROMIN invest- 
ment program includes the following projects with a total value of 
$181.1 million: 


New Lead Sinter Plant 38.4 million 
Modernization of Oroya Copper Smelter 42.4 million 
La Oroya Arsenic Trioxide Plant 14.5 million 
Expansion of Cerro and San Cristobal Mines 66.3 million 
Expansion of Casapalca Mine and Concentrator 19.5 million 

$ 181.1 million 


Minero Peru, another large mining company owned by the Peruvian 
Government, is considering these four major projects for the 1981- 
84 time period with 25 percent or more equity participation from 
the Government and the remainder from the Peruvian private sector 
and/or foreign investors: Cerro Verde II (Phase I), Antamina Mine 
Project, Tintaya Mine, and Toromocho. 


There presently are electrical shortages in the Peruvian cities of 
Arequipa, Piura, and Chiclayo, and the outlook for Lima is not en- 
couraging unless new hydroelectric projects are undertaken. In 

response to this situation, the Belaunde Government plans to triple 
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investments in the electricity sector in 1981, as compared to 
1980. The most important major projects in this sector are: 
Carhuaquero Hydroelectric Plant, Charcani V Hydroelectric Project, 
and Piura Electric System. 


Electroperu is also planning the construction of 600 mini- 
hydroelectric centers during the next 5 years. Twenty of these 
units will be financed with a $10 million loan from the United 
States Agency for International Development. 


Best Prospects 


According to the U.S. Foreign Commercial Service, the product 
categories with the highest potential for increased U.S. exports 
to Peru in the next few years are mining equipment, construction 
equipment, electrical power generating and distribution equipment, 
and automobile parts and accessories. Peru's mining sector has 
just received a boost in the form of a new mining law which offers 
strong tax incentives for the reinvestment of mining profits in 
Peru. Because this law affects all sectors of Peru's mining com- 
munity--from large State enterprises to small mines owned by 
individuals--there will be increased opportunity for the sale of 
all types of mining equipment. The outlook for construction 
equipment is also very favorable. The Belaunde Government is 
planning extensive roadbuilding projects in addition to electrical 
power generating projects which must be undertaken if the country 
is to avoid electrical shortages. 


Sales of automobile parts and accessories continue to grow as 
Peruvians eagerly seek to buy parts for aging cars (which were 
denied imported replacement parts for 12 years) and for new auto- 
mobiles, which are presently being imported at the rate of 700 a 
month. 


The elimination of the import license requirement opened the door 
to many U.S. products which had been prohibited for many years. 
The most promising of these new markets include household electric 
appliances, toys, games, sporting goods, textile fabrics and ap- 
parel, hand and power tools, and builders' hardware products. 


Trade Events 


In July 1981, the Commercial Section will be hosting a Fishing 
Industry Equipment Trade Mission sponsored by the U.S. Department 
of Commerce (USDOC). This will be followed by a Trade Mission 
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from the State of Florida in August. In September, the USDOC 
Energy System Seminar Mission will explore Peru. Another USDOC 
seminar mission on printing and graphic arts is scheduled in 
October. 


The Twelfth International Trade Fair of the Pacific will be held 
in November 1981. The Embassy Commercial Section is now organiz- 
ing the U.S.A. Pavilion for this prestigious event, in which 32 
countries have already confirmed their participation. All types 
of industrial equipment may be displayed in this year's fair, and 
in response to Peru's tariff liberalization program, consumer 
goods also may be exhibited for the first time in 12 years. It is 
anticipated that 300,000 people will visit the Fair. Cost of ex- 
hibiting in the U.S.A. Pavilion will be $2,250 for a 3 by 4 meter 
module and $65 per square meter for outside space, with a minimum 
of 50 square meters required. Additional participant information 
on the Twelfth International Fair of the Pacific may be obtained 
by writing to: Commercial Office, American Embassy Lima, APO 
Miami 34031. 
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